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Universal Service Administrative Company 

Administrator ’s Decision on Remand 

June 3,2005 

BY REGISTERED U.S. MAIL 

Brad E. Mutschelknaus 
Darius B. Withers 
Counsel to Alliance Broadband Corporation 
Kelley Drye & Warren LLP 
1200 19fh Street, NW, Suite 500 
Washington, DC 20036 

Re: Alliance Broadband Corporation (Filer ID ## 82041 1) 

Dear Messrs. Mutshelknaus and Withers: 

On January 10,2005 Alliance Broadband Corporation (Alliance) filed certain 
documentation with the Universal Service Administrative Company (USAC), in 
connection with the submission of a 2000 annual Telecommunications Reporting 
Worksheet (Worksheet or Form 499-A), reporting revenue for 1999 and originally due to 
USAC on April 3,2000. Pursuant to an order issued on December 9,2004 by the 
Wireline Competition Bureau (WCB) of the Federal Communications Commission 
(FCC),’ USAC has reviewed Alliance’s filing and supporting documentation. For 
reasons explained in detail below, USAC will not accept Alliance’s 2000 Form 499-A 
due to Alliance’s failure to establish good cause for its submission. 

The FCC’s Form 499-A Order, among other things, adopted a one-year deadline for 
revisions to Worksheets.2 The Form 499-A Order also directed USAC to accept revised 
Worksheets fiom prior years, provided USAC received those revisions between the 
release date of the Form 499-A Order, December 9,2004, and its effective date, January 
10,2005 (the Open Period), or prior to the release date of the Form 499-A Order where 
USAC had not yet acted on the filing. The Form 499-A Order also required companies 
to demonstrate “good cause” for submitting the revision beyond the one-year revision 

’ See Federal-State Joint Board on Universal Service; 1998 Biennial Regulatory Review - Streamlined 
Contributor Reporting Requirements Associated with Administration of Telecommunications Relay Service, 
North American Numbering Plan, Local Number Portability, and Universal Service Support Mechanisms; 
Changes to the Board of Directors of the National Exchange Carrier Association, Inc., Order, DA 04-3669 
(WCB rel. December 9,2004) (Form 499-A Order). 

FCC Forms 499-A and 457. 
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window and permitted companies with pending revisions to supplement the record during 
the Open Period. 

To establish good cause, for each Worksheet revision submitted, a company must 
provide: 

0 A satisfactory explanation of the cause for any changes; and 

0 Supporting documentation reasonably sufficient to establish accuracy by showing 
how the revised information derives from corporate financial records? 

With respect to cases pending at the FCC that presented the Worksheet filing deadline 
issue, the FCC remanded those cases to USAC for limited re-consideration. As the FCC 
explained: 

To the extent that a request for review encompasses issues in addition to 
revised 499-A issues, we remand to USAC only the portion of the request 
that deals with revised 499-A filings, and retain the remainder of the 
request for disposition by the Bureau or Commission! 

Procedural Background 

Alliance filed the 2000 Form 499-A at issue on April 13,200 1, more than one year after 
the initial due date of April 3,2000. On June 7,2001, USAC rejected the form as 
untimely filed. On July 2,2001, Alliance sought review of this rejection pursuant to 
47 C.F.R. 9 54.71 9(b) (USAC Appeal). On October 1,2001, USAC affirmed the form 
rejection (USAC Appeal Decision) due to Alliance’s failure to provide “an explanation of 
the cause for the change along with documentation showing how the revised figures 
derive from corporate financial  record^."^ USAC also concluded that Alliance’s filing 
improperly sought to exclude revenue associated with the customer base of a company 
that Alliance had purchased prior to the filing date for the form.6 

On October 29,2001, Alliance filed with the FCC a Petition for Review of USAC’s 
Appeal Decision pursuant to 47 C.F.R. 9 54.719(c) (FCC Appeal) where it remains 
pending. The Form 499-A Order partially remanded Alliance’s FCC Appeal to USAC. 

See Form 499-A Order at fi 13 (“USAC shall only revise contribution obligations to the extent that the 

See id. 

carrier has provided accurate and legitimate reasons for filing late and for revising the obligation.”). 

’ See USAC Appeal Decision at 2 (citing 2000 Form 499-A Instructions at 8). USAC treated Alliance’s 
filing as a “revised” filing due to Alliance’s failure to timely file the original 2000 Form 499-A. As 
required by FCC regulations, USAC estimated Alliance’s original 2000 Form 499-A. See 47 C.F.R. 
4 54.709(d) (“If a contributor fails to file a . . . Worksheet by the date on which it is due, [USAC] shall bill 
that contributor based on whatever relevant data [USAC] has available , , . .”). 

See USAC Appeal Decision at 2. 
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Explanation of Decision: 

USAC rejects Alliance’s 2000 Form 499-A for a second time because Alliance again 
seeks to exclude from its revenue base revenues associated with certain 
telecommunications assets owned by Alliance during the billing period covered by the 
2000 Form 499-A. USAC also rejects Alliance’s 2000 Form 499-A because Alliance has 
failed to provide any documentation “showing how [its] revised [revenue] figures derive 
from corporate financial records.”’ 

The 2000 Form 499-A was used to bill contributors’ USF obligations arising from July 
through December 2000. Alliance does not dispute that it purchased the customer base of 
another company in December 1999 and thus Alliance owned and was receiving revenue 
(and possibly collecting USF fees) from those customers during the July through 
December 2000 billing period. Under the contribution methodology in effect in 2000, 
Alliance was required to report the historical revenue associated with all of the assets it 
owned during the billing period in order for USAC to determine the appropriate USF 
contributions due that period. (In contrast, under the current methodology, contributors 
are required to project the revenue of assets owned during the billing period.) 

Alliance questions “whether USAC has authority to hold liable the purchaser of assets of 
another carrier, when the seller company continues to operate and the asset purchase 
agreement between the companies does not provide for the assumption of regulatory 
obligations.”8 This question reflects an inaccurate understanding of when the USF 
contribution obligation arises. The obligation does not arise with the accrual of the 
historical revenue but arises during the billing period covered by the Form 499-A. 
Looking to historical revenue - or looking to projected revenue as is done now - are 
simply different methods established by the FCC to assess “current”  obligation^.^ 

’See Form 499-A Order at 1 13 (citing 2004 Form 499-A Instructions at 1 1); see also 2000 FCC Form 
499-A Instructions at 8 (“Revisions . . . must be accompanied by .  . . documentation showing how the 
revisited figures derive from corporate fmancial records.”) 

* See Letter from Brad E. Mutschelknaus and Darius B. Withers, Attorneys for Alliance, to Jeffrey A. 
Mitchell, USAC Associate General Counsel 5 (January 10,2005) (Alliance Letter on Remand). 

The Commission has described the distinction between the accrual of revenue and the assessment of the 
USF obligation in the following manner: 

[Under the old methodology] [clontributions were based on the reporting of billed end-user 
telecommunications revenues from the prior year. Therefore, the interval between the accrual of revenues by 
contributors and the assessment of universal service contributions based on those revenues originally was 12 
months. 
* * * *  
[Under the new methodology], instead of assessing universal service contributions based on revenues accrued 
as much as six months prior, USAC will assess contributions based on projections provided by contributors 
of their. . . revenues for the following quarter. Because contributors will be assessed in the period for which 
revenues are projected, the modified methodology will eliminate the interval between the accrual of revenues 
and the assessment of universal service contributions based on those revenues. 
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In conclusion, USAC will not accept and process Alliance’s 2000 Form 499-A filing due 
to Alliance’s exclusion of required revenue fiom its contribution base. In addition, 
Alliance has again failed to provide documentation that would show how the reported 
revenue information derives fiom corporate financial records. lo 

Decision of the Administrator: Alliance’s request that USAC accept Alliance’s 2000 
FCC Form 499-A filing is denied. 

If you disagree with USAC’s Decision, you may file a M e r  appeal with the FCC. 
Detailed instructions for filing appeals are available at: 

http://www.universalservice.ordserviceprovider/contri butoraDpeals.asp 

Sincerely, 

USAC 

Universal Service Administrative Company 

cc: Regina Dorsey, FCC Office of Managing Director 
Warren Firschein, FCC Wireline Competition Bureau 
Hillary DeNigro, FCC Enforcement Bureau 

See Federal-State Joint Board on Universal Service, I998 Biennial Regulatory Review - Streamlined 
Contributor Reporting Requirements Associated with Administration of Telecommunications Relay Service, 
North American Numbering Plan, Local Number Portabili@, and Universal Service Support Mechanisms, 
Telecommunications Services for Individuals with Hearing and Speech Disabilities, and the Americans 
with Disabilities Act of 1990, Administration of the North American Numbering Plan and North American 
Numbering Plan Cost Recovery Contribution Factor and Fund Size, Number Resource Optimization, 
Telephone Number Portability, Truth-in-Billing and Billing Format, CC Docket Nos. 96-45,98- 17 1, 
90-571,92-237,99-200,95-116,98-170, Report and Order and Second Further Notice of Proposed 
Rulemaking, 17 FCC Rcd 24952,vy 1 1,29 (2002) (Interim Contribution Methodology Order) (citations 
omitted). 

lo Alliance could, for example, have provided documentation that would have accurately reflected both the 
revenue from the purchased customer base that Alliance claims should not be reported and revenue from 
Alliance’s previously owned assets. Indeed, because Alliance failed to timely file its 2000 Form 499-A, 
USAC based Alliance’s billings for January through December 2000 solely upon the historic revenue of the 
purchased customer base (which the previous owners mistakenly reported to USAC). See fn. 5, above. 

http://www.universalservice.ordserviceprovider/contri
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PURCHASE AND SALE AGREEMENT 

This Purchase and Sale Agreement (the “Agreement”) is entered into this 23rd day of 
December, 1999, by and between U.S.lUPUBLIC COMMUNICATIONS, INC., a Texas 
corporation (“USRC”), located at 4800 Sugar Grove Blvd, Suite 500, Stafford, Texas, and 
ALLIANCE GROUP SERVICES, INC., a Delaware corporation (“AGSI“), located at 1221 
Post Road East, Westport, Connecticut 06880. 

VARTEC TELECOM HOLDING COMPANY, a Delaware corporation 
(“VARTEC”), joins herein for the purpose of evidencing majority shareholder approval and 
joining in certain of the conveyances and representations, as herein applicable. 

1. 

1.1 

1.2 

1.3 

1.4 

2. 

Definitions: In this Agreement, the following terms shall have the following meanings: 

The term “Assets” is defined as including the following items: 

0 

all of the long distance Customer base and accounts (the ”Customers”) owned by 
USRC on the Transfer Date; and 
the independent agent agreements described on Exhibit “A” attached hereto; and 
all Letters of Agency, third party verification tapes and records for Customers; 
the trade name ‘U. S. Republic Communications’ (Trade Name Registration # 
2,003,500, subject to all existing third party rights to use; and 
the Billing and Collection Agreement dated November 8,1996 between VarTec 
and OAN; 
the Switchless Resale Agreement dated November 1, 1998 between USRC and 
EqualNet Corporation; 
all other records relating to said Customer base and accounts; and 

The term “Transfer Date” shall mean the date, not later than December 23,1999, that the 
Customer receivables for AT&T billing cycles ending in December, 1999 are transferred 
from USRC to AGSI for rating, billing, collecting and management purposes in 
accordance with Article 3 herein. 

The term “Interim Plan” shall refer to the management of the Customers during the 
period between the Transfer Date and the Closing Date; 

The term “Closing Date” shall mean the date on which the closing of the Asset sale from 
USRC to AGSI occurs, after all regulatory consents and approvals have been obtained in 
accordance with Article 10. 

DUE DILIGENCE. 

USRC will provide AGSI access to all of the records relating to the Customers in order 
for AGSI to conduct a due diligence review of the Assets. AGSI will have until Monday, 5 p.m.. 
December 20 , 1999 to conduct a due diligence review of the Assets, and to notify USRC in 
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writing of its election to accept Customers and to proceed to closing or cancel this agreement. 
Failure to timely respond in writing to USRC shall be deemed acceptance of the Agreement. 

3. PURCHASE AND SALE 

On the terms and subject to the conditions hereafter expressed, Seller agrees to sell, transfer, 
assign and convey to Buyer at the Closing the Assets h e  and clear of all liens and 
encumbrances of any kind. After the Transfer Date and prior to the Closing, the parties agree to 
manage the Assets in accordance with the terms set out in the Interim Plan in Article 5 hereafter. 

4. PURCHASE PFUCE FOR ASSETS. 

AGSI agrees to pay to USRC a total purchase price of $2,500,000.00 for the Assets, 
payable as follows: 

I .  AGSI agrees to pay USRC by wire transfer $1,500,000.00 at the Transfer Date. , 

2. AGSI agrees to pay USRC an additional $1,000,000.00, payable in 4 equal, quarterly 
installment payments of $250,000.00 each commencing 90 days after the December 
23, 1999 and quarterly thereafter. AGSI will not be entitled to reduce or offset any 
installment payment to USRC herein unless and except for fraud or material breach of 
representations or warranties by USRC. In the event of dispute as to any reduction by 
AGSI, the parties shall be entitled to enforce any rights afforded by this Agreement. 

5. INTERIM PLAN PENDING REGULATORY APPROVALS. 

(a) After payment of the Purchase Price, AGSI will take over responsibility for and 
shall commence rating, billing collecting and management of all Customer 
receivables for AT&T billing cycles ending in December, 1999, and thereafter. 
USRC agrees to transfer to AGSI the AT&T billing tapes for cycles ending in 
December, 1999. 

(b) AGSI agrees to be responsible for, and shall reimburse USRC, all AT&T usage 
costs and expenses associated with the billing taps transferred to AGSI, 
including but not limited to, all associated fees and charges, such as PIC-C and 
USF incurred for the December, 1999 billing cycles. AGSI agrem to reimburse 
USRC for the AT&T usage charges within fifteen (15) days of date billed by 
AT&T. AGSI shall thereafter be solely responsible for all associated AT&T 
usage costs and expenses thereafter associated with the Customers, including tax 
compliance and reporting. 

(c) The Purchase Price will be payable by AGSI to USRC on December 23,1999. 

(d) AGSI expressly agrees to assume all agent commission obligations and EqualNet 
contract obligations after the Transfer Date. 
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AGSI agrees that it will continue to use the ‘U.S. Republic Communications’ 
name and the tariffed rates of USRC in effect during the interim management 
period to bill the end user Customers prior to final Closing. After Closing, ASGI 
shall have the full right to use of the namc ‘U.S. Republic Communications’ as it 
deems necessary. 

AGSI further agrees to be responsible for all Customer service obligations after 
December 23, 1999 associated with the Customer base, and agrtes to timely 
supply all Customers an 800# for AGSI Customer service. AGSI will be 
responsible for issuing credits for any revenues in USRC’s name with respect to 
all AT&T tapes billed by AOSI. 

AGSI agrees to accept the Assets pending receipt of all regulatory approvals 
provided for in Article 7 hereafter. 

At the Transfer Date, VarTec agrees to assign and transfer to AGSI 1) that Billing 
and Collection Agreement between VarTec and OAN Services, Inc. dated 
November 8, 1996, subject to consent of OAN, and 2) that Switchless Resale 
Agreement dated November 1,1998 between EqualNet Corporation and VarTec. 
AGSI will be solely responsible after the Transfer Date for servicing the 
Customer base through the OAN agreement and for all rights and obligations 
arising from the QualNet agreement. 3) all records related to the Assets, 
including agent agreements. 

6. OBLIGATIONS IN CONNECTION WITH TRANSFER OF ACCOUNTS. 

(a) USRC agrees to provide AGSI with available Letters of Agency, third party 
verification tapes or other such items evidencing verification under 47 CFR 64.1 100 and other 
such applicable state verification statutes, rules and regulations authorizing USRC to select the 
long distance carrier for each of the Customers. AGSI agrees to allow USRC to use of any 
verification tapes transferred to it that are needed by USRC after the Transfer Date. 

(b) During the Interim Plan period, USRC agrees to fully cooperate and assist AGSI ’ 
in the timely transfer, transition and assistance of Customers accounts to AGSI, including but not 
limited to, assisting with the transfer of Customer data records to AGSI in a usable format, and 
such items as a joint letter from the presidents of USRC and AGSI welcoming USRC Customers 
to AGSI, notifying them of any changes in their service and pricing structure, or other 
correspondence agreed to by the parties 

(c) AGSI will notify USRC of request for credits for periods prior to the Transfer 
Date. USRC will pay credit requests for Customer billings for periods prior to the Transfer Date 
in a manner consistent with USRC’s customary service procedures. 

7. REGULATORY APPROVALS. 
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(a) USRC will be responsible for making any applicable state and federal regulatory 
filings on behalf of itself and AGSI in jurisdictions in which approvals are required, such as state 
public utility commissions and the Federal Communications Commission, after the Transfer Date 
and prior to Closing Date. AGSI agrees to fully cooperate with USRC to complete all filings by 
providing information, signatures, documents, certifications and similar items as needed and/or 
required by any and all state and federal regulatory agencies responsible for reviewing and 
approving this transaction. AGSI shall supply the requested information to USRC or perform the 
requested act (e.g., execution of all applications for regulatory approval, etc.) no later than the 
next business day after the request is made by telephone, electronic mail, facsimile, overnight 
delivery or other means of delivery. USRC agrees to initiate said filings within ten (10) business 
days of the Transfer Date of this Agreement, and all filings shall be made by USRC and awaiting 
regulatory approval within thirty (30) business days of the Transfer Date of this Agreement. 
provided AGSI provides USRC with the required information for the filings or unless otherwise 
agreed to by the parties. USRC agrees that it will not send any correspondence to any end user 
Customer pursuant to regulatory consents and approvals regarding this mns=tion without 48 
hour advance notice to AGSI for their review, comment and approval, which consent will not be 
unreasonably withheld. USRC reserves the right to send revised correspondence after 48 hours. 

(b) This Agreement cannot be canceled by any party that fails to cooperate to timely 
make all filings required by law to receive approval from state and regulatory agencies. In the 
event any approval is not obtained for whatever reason, but approvals are obtained in states 
representing over 75% of the Customers, then the parties agrec to proceed to Closing for all 
Customers located in states where approvals have been received. The parties agree to mutually 
pursue the remaining regulatory approvals in order to Close the purchase and sale of the 
remaining Customers in a timely manner. The purchase price will be proportionately reduced 
where approvals cannot be obtained. 

(c) In the event regulatory approvals cannot be obtained from states representing over 
75% of the Customer base, then either party shall have the right to cancel the Agreement and 
AGSI shall return the Customer information to USRC and/or VarTec. In the event of 
cancellation, this contract will be dissolved as if this Agreement never occurred, and the parties 
agree to provide a full accounting of all purchase monies received by USRC and revenues 
received by AGSI relating to the Customer base discussed herein. 

(d) USRC will be responsible for all filing fees charged by the applicable state and 
federal agencies to obtain regulatory consents to sale of the Assets, provided however AGSI will 
remain responsible, and shall reimburse USRC, for any required AGSI regulatory filings. 

(e) USRC further agrees to complete and furnish to AGSI such other documentation as 
may be required under either state or federal laws pertaining to the transfer of the Customer base 
subject to this agreement for the purpose of complying with any bulk sales or other statutes for 
the transfer of a major asset of a transferor or for complying with any statute andor regulation. 

8. SELLER REPRESENTATIONS AND WARRANTIES. 

USRC and VarTec represent and warrant that: 
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NATIONAL EXCHANGE 
CARRIER ASSOCIATION 

Form 499-A Data Collection Agent 
80 South Je&son Road 

Whippany, NJ 07981 
973-884-8094 

fnieto@neca.org 

FAX TRANSMISSION COVER SHEET 

FUX: 979-56~~44.34 

Date: 06/21/01 

To: 

Fa: 
sender 

Larry Breton 
616-349-8525 

Fabio Nieto 

lhaak YOU. 
Fabio Nieto 
National Exchange Canin lusociation 

mailto:fnieto@neca.org
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Universal Service Administrative Company - -  
Board of Directors Meeting 

I ACTION ITEM I 
Approval of Reporting Requirements for Companies Involved in tbe 

Transfer and/or Sale of Assets 

Issue: 

. . -. . - 1' . ._l n+- Board approval of reporting requirements for t?,: T?" ,- 
contribution reports for companies involved in the transfer a n d h  sale orassets. 

Commission rules rquire carriers that condbute to the Universal Service Fund to file 

requirement to file a worksheet is determined by whether the carrier is providing 
intcrstatc telecommunications setviccs to the public on the date of the filing. In order to 
formalize the policy and procedures to implement the FCC rufes, the Board is asked to 
review and adopt procedures for companies involved in the transfer and/or sale of assets. 

* -  --La semi-annual worksheas reporting on their revenue 6;Oi;i :I- :. I .. 

Proposed Requiremenu for Filing Forms: 
(Assumes revcnuc for reporting period is not de minimis.) 

1) If a company is dissolved at the filing date, even though it may have generated 
revenue during the time period being reported on the filing due date, thc company is 
not required to complete a fonn, and therefore the company does not incur 
contribution liabilities in the future. 

Example: a company dissolves on 2/1/99; the filing due date for revenue generated 
January - December 1993 is due April 1,1999; therefore, thc company is not requircd 
to file and wiIl not incur any USF obligations for 3499 and 4499. This company will 
also not need to file on Scptembcr 1,1999. This procedure reinforces the fact that a 
cuTent 1iabiIity exists, regardless of the method by which that L b Z , j  ;; calculated. 

Question Prcscntcd: If a coinpany is dissolved on UU99 and USAC is currently 
billing this company, then when does the company's liability end? 'Is i t  at the end of 
the 1 Q99, or at the end of invoices utilizing the last form the company filed (ZA.,  

June 1999- 2Q99)? 

4 

Answer: a company facing this situation must complete the entire quarter's invoices 
that include the dissolution date, which in this example includes January, February, 
and March 1999. This supports a quarterly funding obligation tied to a quarterly rate. 



-eta at the . .  1) If a company is DM viding interstate 
filing date, but provides intrastate and/ or international only or provides other non- 
telecommunications services, the company docs 
telecommunications revenue it generated during the time period reported on the filing 
due date. 

need to report the 

Example: A company no longer provides interstate teIccommunications after 2/1/99; 
the filing due dare for revenue generaled January - December 1998 i s  April 1,1999; 
therefore, the company docs not have to file on April 1,1999, nor does it need to file 
on September 1, 1999. This company would be required to continue making 
payments into the fund for January, February, and March. This procedure is based on 
the fact that the USF obligation is a current liability bone csr2y l ; j  companies that are 
currently providins interstate telecommunications services. 

Companies in Badruplcy: 

. .  f what invoices fa11 under we- and Des-ucbtlon: Because an entire . .  
1) BetcMU€wtlon 0 

quarter's liability is incurred on the first day o f  the quarter, and beoause each monthly 
invoice represents one-third of that quarter's Iiability, USAC cannot collect any 
invoices for the entire quarter (even though the last third of a bankrupt company's 
quarterly contribution may not be sent in the form of an invoice until mid-March). 

Example: A co m p m y  filed for bankruptcy 01.1 2/1/99. All open iiivoixs pnor to and 
including March 1999 must be taken off current invoicing, and be i-eported on the 
Proof of Claim filed with the appropriate bankruptcy court. 

Reporting of  revenue that was acnerated pre-Petition: A company filiny Chapter 11 
on 2/1/99 is still responsible for completiny the Form 499 Te!cn:cr?rr.cesatons 
Reporting Worksheet due on April 1,1999, (reporting January 1 through 
December 3 I, 1998, revenue) and September 1, 1999, (reporting January 1 throush 
June 30,1999, data), wen though the revenue was generated prior to the Chapter 1 1 
petition date. 

Question Presented: What if a company insists that beczs L :-" . -.'- 8 - .I-- :? on the 
April 1 form was revenue generated prior to its bankruptcy getiticz dittay any 
liabilities incurred because of that revenue is also protected? 

Answer: FCC rules scale that in order to calculate curs universal sexvice liability, a 
finn must calculate a rate against prior period revenue. The FCC cm!C have also 
required a firm to calculale a rate against estimated future revenue, against their 
number of empIoyees, or against their number of minutes of servict, etc. The key is 
that it is considered a cment liability regardless of how the liability is calculated. In 
addition, in its 10/6/99 Memorandum Opinion & Order & 17h Order on 
Reconsideration, the FCC reitcrated the use of prior period revenues to calculate 
c m n t  obIigation. 
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2) The USF obligation is not a tax; therefore, universal service obligations cannot bc 
treated as a non-dischargeable tax liability in the bankruptcy procoeding. 

Sale of Customer Base Assei (docs not involve a Banknrptcy); 

e datc of sale listed on &he Asset Purchase Agreemcnt or similar document is the @ key date when completing the following procedures; not the date the purchaser starts 
using the assets or the date the FCC approves the sale. 

ExampIc: Company A only sells a portion of its customzr !>.. . :;mer 
Base) on 2/15/99 to Company B, and is  still in operation. Conip;riJ' A is rcsponsible 
for reporting Sold Customer Base revenue for the period January 1 - December 3 1, 
1998, an the April 1 worksheet. Company A must also report Sold Cuqtomer Base 
revenue for January 1 through Fcbruary 15,1999 on the September 1 workshect. 

3 hint Company B must repon Sold Customer Base re*,-?--- - rt 

30, 1999, on &e September I ,  1999, worksheet. 

: 

1 c -1. -a. ) ,y .- ' 

It is encouraged that Company A (sclling party) review the Asset Purchase 
Agreement to insure that the agreement reflects thc continued universal service 
obligation (until June 2000) of Company A for assets that Company B (purchasing 
party) is receiving, and include an estimate ~f:! 1' 
the responsibility of the selIer to include this in the sale &;- . , riot 
pro-rate invoices. 

. . .  , *  .- - -  1, iC ' '- 

Example: Company A sells its entire Customer Base to Company B on 2/15/99. 
Company A is dissolved on 2/15/99, Company A is responsible for paying 

must pay April through June 1999 invoices. Company B is req?.F-r ;i'b:< icpoI?hg 
the customer base revenue for January 1 through December 3 1,1998, on its April 1, 
1999, worksheet (even though the revenuc was generated by the customer base while 
OWIF by C o m m n m o r  calculating Company B's July through December 1999 
invoices, we will take thc April 1999 form filed by Company I3 axid subtract the 
Scptember 1998 filings for both Company A arid E. 

contributions through the end of 1Q99 (Jaumy, F&:.i-, 7 - 0  ' '  *-,F-QPvB 

Sale of Customer Base Asset (Bmhuptcy involved); 

1) Company A in Bankruptcy (filed prior to 1Q99) sells entire customer base to 
Company B on 2/15/99. Company A must complete paying post-petition invoicts 
until the end of that quarttr (January, FeblliAj, .. .. 
not have any future obligation, unless it pursues more custaixr.: ::2 2:i .crate new 
revenue. They must report the new rcvenuc &om the new customers on the qext 
applicable worksheet. Company B dots not have to report any revenue, or pay any 
obligations as a result of the purchased assets, until September 1999. On the 
September form, Company B will report revenue generated 2/15/99 - 6/30/99. 

. .  . . - -. 



2 ' . ..- 
e .  

) Company A in Bankruptcy (filed prior to 1Q99) sc:: . .: . . 

Company B on 2/15/99. Company A must pay post-petit;< 1.. . . Ib 

rcsponsibJe for reporting January 1 - February 15, 1999, invoices an its September 
1999 form. Company B must rcport February 15 forward revenue on its worksheet. 
Because Company B will not have an obligation from revenue generated by the 
customer base purchased by Company A in bankruptcy, there is no need to include a 
continued obligation in the sale price. 

Recommend ed USAC Executi ve Comm ittec Action: 

APPROVAL OF THE FOLLOWTNG USAC EXECUTTVE COMMITTEE 
RESOLUTION: 

RESOLVED, That the USAC Executive Comrui;;;L . i 
USAC Board of Directors to direct stafYto implement the foregoing Procedures for the 
Required Filing and Follow-up of Contribution Reports for Companies involved in the 
Transfer andor Sale of Assets as presented, and directs staff to apply the statcd procedures 
and provide follow-up on reporting companies as noted. 

. - A I  ;lids to the 

Recomm ended USAC Bawd of Directors Ac tion ; 

APPROVAL OF THE FOLLOWING USAC BOARD OF DIRECTORS ICESOLUTION: 

RESOLVED, That the USAC Board of Directors accepts the 
recommendation of the USAC Extcutive Committee to & I S ~ .  -.. . . . 1 -_-- 
foregoing Procedures for the Required Filing and Follow-up of Contiihtim Repork for 
Cornpanics involved in the Transfer andlor Sale of Assets as presented, and directs staff to 
apply the stated procedures and provide follow-up on reporting companies as noted. 
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I MCIWorldCom Bellucci, Vicky - by 
telephone 

Blackwell, Me1 

Flannery, Irene 

Harrison, Gina NECA 

I Howard, Cathy I USAC I 
I Moore, Kate I USAC I 
I Ricker, John 1 NECA I 
I Snegireff, Petri I PricewaterhouseCoopers I 

Action Items 

a l .  Approval of the Minutes. On a motion duly made and 
seconded, the Board approved the minutes, as distributed, of 
the quarterly meeting of Tuesday, October 26, 1999. 

On a motion duly made and seconded, the Board unanimously 
agreed at 9:03 a.m. Eastern Time to go into Executive Session 
for the purpose of discussing USAC financlal and corporate 
issues, and to discuss current pmurement issues. On a 
motion duly made and seconded, the Board unanimously 
agreed at 9:32 a.m. Eastern Time to adjourn from Executive 
Session and reconvene in Open Session to report out the 
discussion and the action of the Board. 

Executive Session 

113. Corporate and Financial Issues. USAC has been notifled 
informally by FCC staff that the FCC is considering 
categorizing the Universal Service Fund as "federal funds" for 
accounting and financial reporting purposes. The FCC and 
USAC staff are working together to determine the 
ramifications of such a change. USAC has communicated its 
need to the FCC for formal written direction from the FCC 
prior to making significant operational changes. Ms. Parrino 
will keep the Board members informed as developments 
warrant. 

Contract and Request for Proposals (RFP) Review. Mr. 
Barash reported that the RFP process for programmatic 
support services for the Schools and Libraries and the Rural 
Health Care Programs is on schedule and going well. USAC 
anticipates receiving bids from several firms and has 
established an internal evaluation team to consider the 
proposals. 

Action Items (Continued) 

a2. Annual Election of Officers, Officers' Terms, Election of 
Committee Chairs and Vice-Chairs, and Restructuring of 
the Executive Committee. Ms. Parrino summarized the 
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resolutions as recommended by the Nominating Committee. 

On a motion duly made and seconded, the Board unanimously 
(except as noted) adopted the following resolutions: 

RESOLVED, That the USAC Board of Directors accepts the 
recommendations of the USAC Nominating Committee that: 
(1) in addition to the annual election of omcers, all committee 
chairs and vice- chairs shall also be elected annually; (2) the 
first election for Committee chairs and vice-chairs shall occur 
at the election of officers at the January 2001 Board of 
Directors meeting; (3) there shall be no term limits Imposed 
on officer and Committee chair and vice-chair positions; and 
(4) there shall be no automatic succession of positions; and, 

RESOLVED FURTHER, That the USAC Board of Dlrectors 
accepts the recommendations of the USAC Nominating 
Committee to elect Mr. Frank Gumper as Chair of the Board of 
Directors; Dr. Henry Marockie as Vice-chair, Mr. Ed Elchler as 
Secretary, and Mr. Wayne Rehberger as Treasurer for the term 
of one year that shall begin at the conclusion of the January 
2000 Board meeting and that shall conclude at the close of the 
January 2001 Board meeting; and, 

RESOLVED FURTHER, That the USAC Board of Directors 
elects Ms. Cheryl L. Parrino as CEO of the Universal Service 
Administrative Company for the term of one year that shall 
begin at the conclusion of January 2000 Board meeting and 
that shall conclude at the close of the January ZOO1 Board 
meeting (Ms. Parrino abstained.); and, 

RESOLVED FURTHER, That the USAC Board of Directors 
elects Mr. D. Scott Barash as Asslstant Secretary and Mr. 
Robert Haga as Assistant Treasurer of USAC for the term of 
one year that shall begin at  the conclusion of the January 
2000 Board meeting and that shall conclude at the close of the 
January 2001 Board meeting; and 

RESOLVED FURTHER, That the USAC Board of Directors 
accepts the recommendation of the USAC Nominating 
Committee to restructure the Executive Committee, and that, 
effective at the conclusion of the January 2000 Board meeting, 
the Executive Committee of the USAC Board of Directors shall 
consist of the following nine members: the Chair of the High 
Cost and Low Income Committee, the Chair of the Rural 
Health Care Committee, the Chair of the Schools and Libraries 
Committee, the Chair of the USAC Board, the Vice-Chair of the 
USAC Board, the Secretary of the USAC Board, the Treasurer 
of the USAC Board, the most recent past Chair of the USAC 
Board, and the Chief Executive Officer of USAC; and, 

RESOLVED FURTHER, That the USAC Board of Directors 
appoints to the Executive Committee, effective at the 
conclusion of the January 2000 Board meeting, the following 
members of the USAC Board of Directors: the Chair of the 
High Cost and Low Income Committee, the Chair of the Rural 

.. . - .  

06/21/2001 
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Health Care Committee, the Chair of the Schools and Libraries 
Committee, the Chair of the USAC Board, the Vice-Chair of the 
USAC Board, the Secretary of the USAC Board, the Treasurer 
of the USAC Board, the most recent past Chair of the USAC 
Board, and the Chief Executive Officer of USAC. 

The Board expressed concern that nine members on the 
Executive Committee is more than is customary for such a 
committee and DIRECTED the members to monitor the 
meetings throughout the upcoming year for any problems due 
to such a large group and to recommend any changes in 
membership to the Board if the Committee feels such an 
action is warranted. 

Ms. Parrino clarified for the Board that Committee Chairs and 
Vice-Chairs are elected by the full Board but at the 
recommendation of each respective Commlttee. I n  the past, 
the Board has not rejected any recommendations from the 
Commlttees for Committee Chalrs and Vice-Chairs. 

On behalf of the whole Board, Mr. Gumper thanked Ms. 
Rosenblum for her service as Chair on the Board. He 
announced that since he will be taking over the Chair of the 
Board position, he intends to step down as a member of the 
Schools and Libraries Committee. Ms. Rosenblum stated that 
the appointment of a new member to the Schools and 
Libraries Committee to replace Mr. Gumper would take place 
under the Miscellaneous Action Item of the meeting. Ms. 
Parrino informed the Board that Mr. Gumper represented 
service providers on the Schools and Libraries Committee. 

a3. Approval of an Uncollectible Write-off Policy. Ms. Parrino 
reported that the Executive Committee is recommending to 
the Board to adopt a policy establishing how to handle 
uncollectible contributions. USAC staff cannot and does not 
recornmend writing off uncollectible amounts; only the FCC 
has the authority to waive or otherwise modify a carrier's 
contribution requirement. 

On a motion duly made and seconded, the Board unanimously 
adopted the following resolution: RESOLVED, That the USAC 
Board of Directors accepts the recommendation of the USAC 
Executive Committee to direct staff to establish an accounting 
reserve against uncollectible accounts receivable in conformlty 
with generally accepted accounting, principles and to direct 
staff to continue the current practice of stating accounts 

- - - .  

receivable balances from all companies regardless of 
collectibility in the accounts receivable aging analysis&-a 

a4. Approval of Reporting Requirements for Comphes 
Involved in the Transfer and/or Sale of Assets. Mr. Haga 
explained that USAC has followed the policies set forth in the 
issue paper; staff is now requesting formal Board approval of 
the procedures. The Board DIRECTED staff to clearly state in 
the procedures that parties to a sale of assets may negotiate 
arrangements to handle the reporting of revenue with respect 
to those assets and that USAC would honor speclfic obligations 
when provided with documentation which obligates one party 
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to report the revenues associated with the assets for Universal 
Service purposes. 1 

On a motion duly made and seconded, the Board unanimously 
adopted the following resolution: 

RESOLVED, That the USAC Board of Directors accepts the 
recommendation of the USAC Executive Committee to direct 
staff to implement the foregoing Procedures for the Required 
Filing and Follow-up of Contribution Reports for Companies 
involved in the Transfer and/or Sale of Assets as presented, 
and directs staff to apply the stated procedures and provide 
follow-up on reporting companies as noted. 

a5. Modification of USAC Investment Strategy. Ms. Parrino 
informed the Board that the FCC has requested USAC to move 
its investments into federal government-issued securities. 
Board members questioned the authority of the FCC to make 
such a request in light of the fact that such a change could 
potentially decrease the returns on the Investments. The 
following resolution was duly made and seconded, but no 
action was taken on the motion: Resolved, that the USAC 
Board of Directors accepts the recommendation of the 
Executive Committee to retain the existing USAC investment 
guidelines and adopt the investment strategy presented by the 
staff herein until such time as circumstances require or allow a 
change in this investment approach. 

I 

The Board discussed the actions staff had taken, consistent 
with current investment guidelines, and determined additional 
information should be provided to the Board and that the 
Executive Committee should take action soon to adopt or 
reject the revised investment strategy. On a motion duly 
made and seconded, the Board unanimously adopted the 
following resolution: 

RESOLVED, That the USAC Board of Directors directs staff to 
retain the USAC investment guidelines that have been in place 
since January 3, 2000, until such time as the CEO is able to 
clarify with the FCC which entity has the proper authority to 
make changes to USAC's investment strategy, and directs the 
CEO to report the findings to the Executive Committee for 
further review. 

- -.. . 

The Board DIRECTED staff to produce a document detailing 
the pros and cons of the current strategy versus the strategy 
proposed by the FCC and to send a. copy to each member. 

a6. Approval of a Statement of Ethical Conduct for Members 
of the USAC Board of Directors. Mr. b r a s h  exptaiqed to 
the Board that the Executive Committee, upon review of the 
Statement as presented to them by the Nominating 
Committee at its recent quarterly meeting, noted that the 
document did not indicate to whom a Board member should 
report to if a conflict should occur or for advice on whether a 
known upcoming situation may constitute an ethical conflict. 
Therefore, the Executive committee passed a resolution 
adding this information to the document. Mr. Barash 
distributed a copy of the revised document to the Board and 

6 
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indicated that the General Counsel of USAC was added as the 
contact person. 

On a motion duly made and seconded, the Board unanimously 
adopted the following resolution: 

RESOLVED, That the USAC Board of Directors accepts the 
recommendation made by the Nominatlng Committee and the 
Executive Committee to approve the proposed revised 
Statement of  Ethical Conduct fbr Members of the USAC Board 
of Directors. 

a7- Approval of Annual 2000 and 2nd Quarter 2000 USAC 
Common and Consolidated Budget. Ms. Parrino noted a 
change to Attachment C with respect to one of the 
explanations provided. Ms. Parrino also pointed out that two 
contingencies have been factored into the budget. First, 
$900,000 has been added to cover the estimated cost of re- 
coding the data of the High Cost forward-looking model-if 
USAC is indeed asked to do so by the FCC. Second, $3.8 
million has been added for transition costs in the event that 
USAC selects a vendor other than the current vendor for the 
programmatic support services for the Schools and Libraries 
Program. No contingency has been factored in for possible 
transition costs if a new vendor is chosen for the 
programmatic support services for the Rural Health Care 
Program because staff believes that the expected cost savings 
in combining the administration of the two Programs will offset 
any transition costs. With the contingencies, the budget is 
10.6 percent lower than the pre-merger budget; without the 
contingencies, it would be 21 percent below the pre-merger 
budget. Overall, the budget has decreased in comparison to 
budgeted 1999 expenses. 

Ms. Parrino further explained that the increase in "Salaries and 
Benefits" is driven by three factors: (1) For the year 2000, the 
cost of USAC's beneflts increased 23 percent due to an 
increase in rates by USAC's beneflts administrator. Staff has 
been dlrected to review other providers in an effort to 
determine If reasonable benefits can be offered to the 
employees at a lower cost; (2) Additional positions in the 
USAC organization are necessary in order to provide quality 
service to the stakeholders and to nm the new High Cost 
Model. Bringing more work in-house then reduces the costs of 
outside contracts; and (3) USAC is requesting an increase of 
up to 4.5 percent in salaries for all USAC employees with the 
company on or before October 1, 1999, in an effort to keep 
the wages inline with the local labor workforce. The 4.5 
percent figure is based on comparing USAC salaries to other 
current salary surveys for the local labor workforce and the 
federal government's increase of 4.9 percent in salaries for the 
year 2000. 

On a motion duly made and seconded, the Board unanimously 
adopted the following resolutions: 

RESOLVED, That the USAC Board of Directors accepts the 
recommendation of the Executive Committee to approve a 2nd 

. .  - .  

. -- 
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Quarter 2000 USAC common budget of $834,900; and 
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RESOLVED FURTHER, That the USAC Board of Directors 
accepts the recommendation of the Executive Committee to 
approve a Znd Quarter 2000 USAC consolidated budget of 
$9,835,600; and 

RESOLVED FURTHER, That the USAC Board of Directors 
accepts the recommendation of the Executive Committee to 
approve a 2000 annual USAC common budget of $2,913,900; 
and 

RESOLVED FURTHER, That the USAC Board of Directors 
accepts the recommendation of the Executive Committee to 
approve a 2000 annual USAC consolidated budget of 
$41,221,700. 
Approval of Znd Quarter 2000 Revenue Projections and 
Resolutions for the February 2000 FCC Fling. Mr. Haga 
reported that the revenue base has increased as expected. 

On a motion duly made and seconded, the Board unanimously 
adopted the following resolution: 

RESOLVED, that the USAC Board of Directors, having 
reviewed a summary of the current status of 
telecommunications service provider revenues for January 
through lune 1999, authorizes staff to proceed with the 
required February 2, 2000, filing to the FCC on behalf of 
USAC. If the revenue estimate in the filing varles from the 
revenue estimate included in Board materials by an amount 
greater than $2.5 billion, the staff will seek the approval of the 
Board to file the revised revenue estimate. 

a9. Approval of the Outline for the Annual Report to the FCC 
and Congress. Mr. Blackwell informed the Board that the 
outline for the Annual Report has not changed since the last 
time it was presented to the Board at the quarterly October 
1999 Board meeting. Staff has met with the FCC on several 
occasions to verify the information that the FCC expects to 
find in the final report and staff continues to do so In an effort 
to conform to FCC directives. He reminded the Board members 
that a draft version of the report has been sent to each 
member via email and welcomes their comments. He noted 
that in order to stay on schedule and have the report ready by 
March 31, he requests the comments by February 14. Board 
members suggested adding pictures of Universal Service in 
action, but only if the cost is not pr'ohibitive. 

- -. . 

On a motion duly made and seconded, the Board unanimously 
adopted the following resolutions: 

RESOLVED, That the USAC Board of Directors approves the 
Outline for the Annual Report as reviewed; and 

RESOLVED FURTHER, That the USAC Board of Directors 
delegates the final review and approval of the Annual Report 
to the Executive Committee and directs staff to provide each 
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Board member with a copy of the final Annual Report. 

On a motion duly made and seconded, the Board unanimously 
agreed to recess at 10:30 a.m., subject to the call of the Chair. 

A t  10:53 a.m., the Board reconvened. Ms. Rosenblum called the 
meeting to order and asked that the roll be taken. Ms. Cathy 
Howard, Executive Assistant to the CEO of USAC, called the roll for 
Mr. Robert Haga, Acting Secretary. 

Thirteen of the nineteen elected members were 
present, representing a quorum: 

Bryant, Anne - by  
telephone 
Gold, Heather Gumper, Frank 

Hess, Kevin Jackson, Jimmy 

Eichler, Ed - by telephone 

- 
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rMarockieTG. Hank I Ouye, Kathleen 

Rehberger, Wayne - by 
telephone Parrino, Cheryl 

a l O .  Miscellaneous. 

Election of a Board Member to the USAC Schools and 
Libraries Committee Due to the Resignation of 
Committee Member Mr. Frank Gumper. Ms. Ouye 
reported to the Board that during the aforementioned 
recess, the members of the Schools and Libraries 
Committee met to determine nominations for the 
position vacated by Mr. Gumper on that Committee. 
The Committee submitted to the Board the nomination 
of Ms. Lisa Rosenblum, who represents service 
providers. 

On a motion duly made and seconded, the Board 
unanimously adopted the following resolution: 

RESOLVED, That the USAC Board of Directors elects 
Ms. Lisa Rosenblum to the.USAC Schools and Libraries 
Committee. L 

Information Items 

i l .  Report of Legislative and Media Activity. For information 
only. No discussion held. 

i2. Treasurer's Report. For information only. No discussion 
held. 

i3. Regulatory Report. For information only. No discussion 
held. 

14. Report on Accounts Receivable and Collection Efforts, 

http:Nwww.universalsen,ice.ore~ard/minutes/hoard/O 1 2500.asp 06/2 1/200? 
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For information only. No discussion held. 
i5. Status of Form 457 Audit. For information only. No 

discussion held. 
16. Bankruptcy Report. For information only. No discussion 

held. 
17. Status of Financial and Operational Audits of USAC. For 

information only. No discussion held. 
18. Status of the Consolidation of Data Collection. For 

information only. No discussion held. 
19. Status of USAC Clarification Requests a t  the FCC. For 

information only. No discussion held. 
i10. USAC Timeline and Key Dates. For information only. No 

discussion held. 
ill. Report of USAC Program Enforcement Issues. For 

information only. No discussion held. 
il2. Status Report on the Readiness of USAC Operations for 

the Year 2000. For information only. No discussion held. 
113. Contract and RFP Review. See Executive Session 

Corporate and Financial Issues. See Executive Session 
114. Miscellaneous. None. 

Rural Health Care Program 

i15. Rural Health Care Program Status Report. For 
information only. No discussion held. 

i16. Status of the Implementation of Program Changes. For 
information only. No discussion held. 

117. Review of Annual 2000 and Znd Quarter 2000 Rural 
Health Care Programmatic Budget. For information 
only. No discussion held. 

118. Revlew of Znd Quarter 2000 Rural Health Care 
Projections and Resolutlon on the February ZOO0 FCC 
Filing. For information only. No discussion held. 

119. Miscellaneous. None. 

Schools & Libraries Program 

IZO. Schools and Libraries Program Update. For information 

i21. Review of Annual 2000 and Zd Quarter 2000 Schools 

i22. Review of 2nd Quarter 2000 Schools and Libraries 

123. Miscellaneous. None. 

only. No discussion held. 

and Libraries Programmatic Budget. For information only. 
No discussion held. 

Projections and Resolution on the February 2000 FCC 
Filing. For information only. No discussion held. 

High Cost and Low Income Programs 

i24. High Cost Program Status Report. For information only. 

i25. Low Income Program Status Report. For information only. 
No discussion held. 

No discussion held. 

. .  - .  
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126. Report on the  Implementation of the New High Cost 

127- Review of Annual 2000 and 2nd Quarter 2000 High Cost 

128. Review of Znd Quarter 2000 Hlgh Cost and Low Income 

129. Miscellaneous. None. 

Program for Non-Rural Companies. For information only. 
No discussion held. 

and Low Income Programmatic Budget. For information 
only. No discussion held. 

Projections and Resolution on the February 2000 FCC 
Filing. For information only. No discussion held. 

There being no further business to attend to, Ms. Rosenblum 
adjourned the meeting at 10:56 a.m. Eastern Time. 
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Robert W. Haga 
Acting Secretaryflreasurer 
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To the 8oard of Directors 
Alliance Group Services, .( -. 

203 221 8705; JUl-29-05 8:lOAM; Page 30140 

InremrionnUy TAG Grursi 
Oficrs m Prinrianl Ciricr Worldwide 

.RASSI P co. Crrufd hbiii Accwnimrr. P C. 

INDEPI$vDENT AUDITORS' REPORT 

We have audited balqnce sheets of Alliance Group Services, Inc. (the "Company"), a 
roue Servicas, LLC as of June 30,2000, and the related statements 
anecash lows for the year then emded. These financial statements 

agement Our responsibility is to express an opinion on these 

h auditing standards generally accepted in the United States of 
n me perform the audit to obtain reasonable assurance about 

Bf material misstatement. An audit includes examining, on a test 
d disclosures in the financial statements. An audit also includes 

nd significant estimates made by management, as well as 
resentation. We believe that our audits provide a reasonable 

d to abwe present fairly, in all material respects. the financial 
Inc. as of June 30, 2000, and the results of its operations and its cash 

Ilh eccounting principles generally accepted in the United 

GRASS B CO., CPAs, P;C. 

i t  

New york, NY 
November 28, 2000 " 

(Excepl for Note 9 dat& November 33,2000 end December 18,2000) 
< 
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CURRENT ASSETS 
Cash and cash equivale 
Accounts receivable, les 

Deposits 
Prepaid expenses and c 

TOTAL CURRENT A! 

of $1,451,930 

PROPERTY AND EQUlPhi 

OTHER ASSFTS: 

$605,921 1 
Intangible assets. ne! of 

Defeerred income taxes 
Security deposits 

TOTAL OTHER As! 

TOTAL ASSETS 

CURRENT LIABILITIES 
Notes payable 
Accounts payable and I 
Current maturities of ca 

TOTAL CURRENT LIC 

CAPITAL LEASE OBLlGP 

TOTAL LIABILITIES 

COMMITMENTS AND Cc 
and 9) 

STOCKHOLDERS' DEFIC 
Common stock, no par v 

issued and outstandin 
Accumulated deficit 

TOTAL STOCKHOLD 

TOTAL LlABlLlTlES I 

The accompanying nc 
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r current asse 

S 

ued liabilities 
I lease obliga+#ms 

JTIES 

bNS 

INGENCIES motes 2 ,5 ,6 ,7 ,  6 

s DEFICIENC? 

STOCKHOL~IERS'IDE- r LIENCY 

; are an i&ml part of this financial Statement. 

S 853,791 

6,541,790 
250,000 

207.286 
7.852.86 7 

177.409 

2,006,469 
1.841,500 

18.900 

3.8s6.868 

S 862.500 
12,022,212 
52.430 
12.937,W 

149.939 

13.087.oai 

2,000.000 
13.189.936) 
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GROUP:SERVICES, INC. 

TS OF OP&TIQNS:AND ACCUMULATED DEFICIT 

AR:ENDED JUNE 30,zooo 
3 ' ' .  

. .. 

. .  

. .. 

..,I 3 *. 

$1 
/; 
r.!. 
.. i. 

. .  $4 
~ ..; ..... REVENUES - NET 
f 

COST.AND EXPENSES: 8 
Telecommunication co 
Provision for bad debt6 8; 
Selling, general and adf@nistrative 
Depreciation and m o r t & h  A .  

4 
43 

TOTAL @ 

OPERATING LOSS g:! , '  

$3 
OTHER INCOME (EXPE~$E): I- .  

!;;i 

p 

* *  5:.2 :. :. 
1:; 
1": 

Interest income 
In teres t expense i l  

INCOME TAX BENEFIT 

NET LOSS 

. .  

253.235 

21,117,648 
1,671,435 
3,370,690 

416.627 

26.636.400 

(3.383.165) 

I 1,506 
1113.949) 

1102.443) 

(3,485,608) 

1.338.00Q 

(2,147,608) 

>:2 .q 
The accompanying notegbre >.;I an integ$l pab o i  fhis financial statement, 

1,:: 
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GROUP SERVICES, INC. 

NTS OF CASH FLOWS 

R ENDED JUNE 30,2000 

CASH FLOWS F 
Net loss 

INCREASE IN CASH A#D * >  CASH EQUNALENTS 

CASH AND CASH EQL($ALENTS - B~GINMING OF YEAR 

S (2,147,608) 

476,627 
(1,338,000) 

(6,219,859) 
(1 73,518) 
(250,000) 

11.653.5'@ 

2 .OO 1.1 6Q 

(13.193) 
(1,212,500) 

8.126 

(1217.561) 

61 7.995 

235.796 

16 853.791 

$ 113.949 
:: 

SUPPLEMENTAL S C H ~ U L E  OF NO&CASH INVESTING AND FINANCING ACTIVITIES: 

Purchase of property #ld equipment qnder capital leases $ 13- 

Acquisition of customde list financed fwm notes payable $2.075.000 
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NOTE 1 

i 

ALLIAWE GROUP SERVICES, INC. 

NOTES k0 FfNANCIAL STATEMENTS 

i 

L '  

I /  

S U M ~ A R Y  OF SIG~IFICANT ACCOUNTING POLICIES 

s, Inc. (the "Company") was organized in July 1997 as 
e Company is a wholly-owned subsidiary of Alliance 
Company provides voice and data communication 
safe and retail customers throughout the United 

services, the Company provides its customers 
e support, billingkustomer service and exit 

aments in conformity with generally xcounting 
princi#es requires rfjanagement to make estimates and assumptiocs that affect 
the r@orted amoubts of assets and liabilities and disclosure of contingent 
asset% and liabilitiej at the date of the financial statements and the reported 

expenses during the reporting period. Actual results 

ighly liquid investments purchased with a maturity 

. Expenditures for additions, 
eS are capitalized; expenditures for maintenance and 
expenses as incurred. Upon retirement or other 

roperty and equipment, the cost of the item and related 
on are removed from the accounts and any gain or loss 

uted using the straight-line method over the estimated 
ts, which range from two to five years. 
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ALLIANCE GRQUP SERVICES, INC. 

NOTE 1 ICIES (Continued) 

ets are being amortized on the straight-line method 

Years 

5 
3 

ts and changes in circumstances that 
,munts of long-lived assets, including intangible assets, 
An impairment loss is recognized when expected cash 

he. Accordingly, when indicators or 
, the Company evaluates the carrying value of such 

and future undiscounted cash 
Company’s policy is to record an 
e carrying amount of the asset may 

e services are provided. 

d amounted to $23,816 in 2000. 

ined based on the difference 
betwep the financia! statement carrying amounts and tax bases of assets and 
liabilitik using enacfed tax rates in effect in the years in which the differences 

ected to rev$rse. 
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NOTE 2 

NOTE 3 

GROUP SERVICES, INC. 

FIN AN CIAL STATEM E NTS 

ACQUl $STIONS 

ired a certain base of long distance 
rn Citizet$s Telecommunications Company ('Citizens"). Effective 

on thatf&ate, the Codapany became responsible for the management of the 
accoun$ receivable fdr this customer base and was obligated to pay Citizens 
55% of @mounts subsequently collected. Additionally, under the terms of the 

e Comp4ny is obtigated to pay Citizens 8% of collected revenues 
the firs! four months following the transfer date and 8% of usage 

through April 2004. 

ny entered into an agreement with U.S. 
C") to acquire, amongst other things, the 
unts owned by USRC and the trade name 
$2,500,000. Under the terms of the 

transfer date, with the balance payable 
250,000 that began in March 2000. On 

s amended this agreement in order to settle the 
rchase price. Under the terms of the 
riy installments of $250,000 were each 
amendment is reflected in the current 

cia1 statements. The purchase price, as adjusted, of $2,150,000 
set en titled "Customer List ". 
h AT&T on December 18, 2000, the 

urniture and kuiprrtent under lease $205,429 

41.167 
246,596 
69.187 

$1 77.409 

and equipment for the year ended June 30, 2000 was 

has a net book value of $169,026 at June 30, 2000. 

i : , .  
c y  
1: 
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Customer lid 
Deferred financing costs 

Less: Accukulated amortization 

$2,229,411 
382.988 

2,672,400 
605.931 

he purchase of USRC's customers and certain of their 
he Company obtained financing with related parties. The terms of the 

any to make monthly principal payments of $1 18,750, 
annum, maturing December 22,2000. The notes are 

by substanfally all d t h e  assets of t h e  Company and are subject to the 
3nce of ce@n covenants determined by the lenders. At June 30,2000, 

ce was $712,500. 

nyfinanced the purchase of customers from an unrelated 
The note r%uires quarterly principal payments of $75,000, without 
maturing Fecefnber 23, 2000. At June 30, 2000, the outstanding 

quired to establish a provision for income taxes for the 
0, as a result of net operating losses incurred during 

pany had approximately $3,100,000 of net operating 
yforwards fcir federal income tax purposes, which expire between 201 8 
1 

30, 2000, ithe Company had a deferred tax asset of $1,841,500, 
iting the bqnefits of its net operating loss carryforwards and certain 
s not curredly dedustible. No valuation allowance has been provided 
isset becake it is anticipated that the Company will have sufficient 
iwme in thk next fiscal year to realize the benefits of the net operating 
yforward (&e Nbte 9). 
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ALLIkCEGROUP SERVICES, INC. 

NOTE$ TOFINANCIAL STATEMENTS 
. .. 

Jul-29-05 8:14AM; 

IITMENTS dND CONTINGENCIES 

Commifmeijts j 

,mpany ha& noh-cancellable operating lease for office facilities located 
tport, Connkticut thaf expires in October 2004. The lease provides for 
irn annuaI$rent8ls; plus real estate tax, and operating expense 
itials. 

ompany isialso; ohligated under various capital leases for certain 
lent thrwgt$the gear 2005. Future minimum lease payments for capital 
and non-ce~cellable:operating leases as of June 30,2000 are as follows: 

. .  

.$ 

a Pperatinq 

S 86,238 S 113,400 
85,175 1 17.600 
63,802 123,900 
21.535 1 26,000 

64.01942.oOo 

118.400 
320,769 m.900 

202,369 
52.434 

w 
:ation expkse under the capital leases is included in depreciation 
e. Rental dxpeise under operating leases was $163,792 for the year 
lune 30, 2dO. 

n 
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NOTE 7 

NOTE 8 

ALLIhJCE GROUP SERVICES, INC. 

NOTES TO FINANCIAL STATEMENTS 

COf$blITMENTS AND CONTINGENCIES (Continued) 

Tet&&mrnunicatims & '  Services Agreement 
< (  i' 

aster Carrier agreement dated September 1 , 
d with AT&T Corp. ('AT&T"), whereby AT&T 
cations services at specified rates. The 
' period of 36 months commencing January 1, 

required to pay annual eligible charges for service of 
$15,000,000 annually for the second and third 
ecember 31 I 2002. As more fully discussed 

was reached with AT&T concerning non-payment of 

ervice agreement with Global Crossing 
ated April 28, 2000, whereby Global 
unications services at a specified rate 

The Company is liable for minimum monthly charges 
the previous month's usage, whichever is greater. 

ubject the Company to concentrations 
receivable. Ongoing credit evaluation 

ial condition is performed and generally no collateral is 

e Company derived 13% of its net 

ash balances in various financial 
Uni:ed States. Accounts at each institution are insured 

ation up to $100,000. Uninsured 
6,055. The Company believes it 
nancial institutions. 

he Company's network telecommunications services are 
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SERVICES, INC. 

AL STATEMENTS 

the Company’s parent company, Alliance Group 
redeem its Class C unit holders representing 

shb interest in the LLC for $1,840,857. The 
ires $340,857 to be paid on the closing date, with 

3 monthly installments of $50,000, plus interest, 
er 31, 2000, and one installment of $1,350,000, plus 

le on Mam31, 2001. interest is payable on the outstanding balance 
f 10% per arburn. The Company will provide the funds to the LLC to 
the redempfion. Subsequent events, including the termination of the 
ive altered &e manner in which the LLC is fulfilling the agreement. 
e LLC is ted$nically in default of the agreement, the LLC is currently 

payment plan with its investors. 

the Company entered into an agreement with AT&T to 
d settle dispbtes behareen them. Under the agreement, AT&T agreed 
;redits for Qetwork telecommunications services incurred by the 
on certain apounts through October 31,2000 and on certain other 
hrough November 30,2000. The total amount of credits to be issued 
imately $1~800,000. As part of the agreement, the Company 
I the USRC betail customer base to AT&T. Revenue from the USRC 

imated $9.7 million for the period from December 23, 
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ATTACHMENT F 



DECLARATION OF LAWRENCE M. BRENTON 

I, Lawrence M. Brenton, declare as follows: 

1. I am an attorney member of Early, Lennon, Crocker & Bartosiewicz, P.L.C., 900 
Comerica Building, Kalamazoo, Michigan 49007. 

2. I have acted as attorney for Alliance Group Service, Inc. ("Alliance Group") in 
connection with Alliance Group's Letter of Appeal to the Administrator ("USAC") 
attached as Exhibit C to Alliance Group's Petition for Review. 

3. In attempting to ascertain the history of Alliance Group's USAC account, I spoke on 
several occasions with Lori Terraciano of USAC. In one conversation, Ms. 
Terraciano advised me that the 1999 end user revenues of US Republic 
Communications, Inc. had been determined by her to be chargeable to Alliance 
Group based on her review and interpretation of the Purchase and Sale Agreement 
dated December 23, 1999, attached to the Petition as Exhibit E. Ms. Terraciano 
indicated she did not have the Purchase and Sale Agreement before her at the 
moment but she had reviewed the document and determined that the document 
resulted in attribution of all of US Republic's 1999 end user revenues to Alliance 
Group for purposes of universal service support mechanism charges. Ms. Terraciano 
M e r  indicated that different language could have been included in the Agreement 
leading to a different construction of the contract but it was her conclusion that the 
contract as written should be construed as she had done. Ms. Terraciano did not 
recall who provided her a copy of the Agreement and did not state whethex any other 
person or persons had participated with her in interpretation of the Agreement. When 
asked by what authority she was empowered to so interpret contracts, Mr. Terraciano 
stated she would have a member of the USAC staff fax a copy of the relevant rules 
or guideline to me. 

4. A copy of the rules or guidelines relied on by staf f  was faxed to me, a copy of which 
is attached to the Petition for Review as Exhibit I. A more legible copy of this 
document was requested but the second facsimile transmission to a different number 
was also partially illegible. 

5 .  Ms. Terraciano stated to me that the staffs' recommended rules guidelines had been 
adopted at a meeting of the Board of Directors of USAC on January 25,2000. 

6. I have obtained a copy of the Minutes of the referenced Board meeting. A 
comparison between the recommendation of the staff and the Board minutes 
indicates that staffs' recommendation had been for the USAC Executive Committee 
and USAC Board of Directors to adopt resolutions approving staffs' recommended 
procedures and directing staff to apply said procedures. A review of the Minutes of 
the meeting of the Board indicates, however, that the Board referred to what is 
identified as an "issue paper". The minutes further indicate the Board "directed staff 
to clearly state in the procedures that parties to a sale of assets may negotiate 
arrangements to handle the reporting of revenue with respect to those assets and that 



USAC would honor specific obligations when provided with documentation which 
obligates one party to report the revenues associated with the assets for universal 
service purposes." It is impossible to determine whether the "issue paper" referred 
to in the minutes of the meeting of the Board is the same documents as the staff 
recommendations furnished by USAC staff. In any case, however, it appears that the 
Board did not adopt the "issue paper'' as presented, and specifically directed staffto 
enunciate procedures for parties to a sale of assets to permit allocation and reporting 
agreements and further instructed staffto follow such agreements as the parties made, 
if any, regarding reporting of revenues and payment of resulting charges. It is my 
opinion based on review of the staffrecommendations and the Minutes of the Board 
meeting that, in addition to the fact that the Board action took place after the 
transaction in question, the Board did authorize staf f  to review and construe 
contractual agreements in private, did adopt the "issue paper" as requested by 
sW, did not publish any policy or rule but did direct staffto "state in the procedures" 
that parties were fiee to negotiate specific arrangements regarding reporting and 
contributions or not. 

7. Regarding the method by which the USAC account of US Republic became 
transferred to Alliance Group, Ms. Terraciano was specifically asked by me to 
furnish a history of the US Republic account, including 499 reports filed by US 
Republic and payments made by US Republic. Ms. Terraciano declined to furnish 
such information, stating that all the information requested was confidential. 

8. It appears from a review of the information available to Alliance Group that US 
Republic did, in fact, pay monthly USAC invoices based on its 1999 revenues until 
June of 2000. It M e r  appears that in June or July of 2000, US Republic persuaded 
the Administrator to instead direct these charges to Alliance Group. It further 
appears that in September of 2000, the administrator sent to Alliance Group invoices 
indicating charges of $376,368.39 and a net credit of $362,701.41 which, as of 
September, 2000, would have resulted in a net charge to Alliance Group of 
$13,666.98. The invoices then show that the Administrator billed an additional 
$387,349.17 during the last three months of the year 2000, for a total of $763,717.56 
in billings, reduced by the "credit" of $362,701.4 1. The Administrator then revoked, 
without explanation, the credit balance of $362,701.41 (this credit balance has been 
issued and revoked on repeated occasions without explanation, last being revoked on 
the July, 2001 billing). The net effect was that the Administrator billed Alliance 
Group $763,717.56 during the second half of calendar year 2000, all of which 
amount is apparently attributable solely to US Republic Communications' 1999 
revenues as reported by US Republic Communications. 

I declare under penalty of perjury that the foregoing is true and correct. 

Executed on October 6 ,2001. 

Lawrence SBrenton 



ATTACHMENT G 



MAOVERNIGHTDELIVERY 

. .  b., .- far U.S. 



To: 

V a t h  Telecom Inc. 



I 
: 

! 

i . .  
! 

- me HundrRd Flf'ty-Two Thousand Five hundred Sintrrn m d  66/100 ----- 
Y 



ATTACHMENT H 



TEXAS SECRETARY OF STATE, CORPORATE RECORD 

Name: US. REPUBLIC COMMUNICATIONS, INC. 

Principal Place of Business: 3200 W PLEASANT RUN RD STE 100 
IANCASTER, TEXAS 75146 

Principal Offlca: 3200 W PLEASANT RUN RD STE 100 

Tax Address: PO BOX 22923 

IANCASIER, TEXAS 75146 

JACKSON, MISSISSIPPI 39225-2923 

Type of Corporation: DOMESTIC PROFIT 

Status: DEAD 

Status Comment: DISSOLUTION 

Status Date: 03/22/2001 

Fillng Date: 06/06/1996 

Duration: PERPITUAL 

State of Incorporation: TEXAS 

Registered Agent: MICHAEL G HOFFMAN 

Registered Office: 1600 VICEROY DR 
DALLAS, TEXAS 75235-2306 

Assumed Names: BIZONTHE.NET 
Status: ACTIVE 
Counties: ALL 
Filed: 02/18/1999 
Duration: 10 YEARS 
Expiration : 02/ 18/2009 

Number: 11054871-00 
Type: DOMESTIC PROFIT 
State: TEXAS 
% Owned: 8 1  

Parent Company: VARTEC TELECOM, INC 

Capital/Stock lOMIL AT $ .01 

Tax Year: 1998 

- 
State Tax ID: 017526549393 

http://BIZONTHE.NET


Incorporators: MICHAEL G HOFFMAN, LANCASTER, TEXAS 

Officers, Directors and Management: 

REMY, T GARY 
PRESIDENT 
(BOTH OFFICER AND DIRECTOR) 
3200 W PLEASANT RUN RD STE 100 
LANCASTER, EXAS 75146 

MITCHELL, A JOE*JR 
VICE PRESIDENT 
(BOTH OFFICER AND DIRECTOR) 
3200 W PLEASANT RUN RD STE 100 
LANCASTER, TEXAS 75146 

JOHNSON, TOM D 
TREASURER 
(OFFICER) 
3200 W PLEASANT RUN RD STE 100 
LANCASTER, TEXAS 75146 

HOFFMAN, MICHAEL G 
SECRETARY 
(BOTH OFFICER AND DIRECTOR) 
3200 W PLEASANT RUN RD STE 100 
LANCASTER, TEXAS 75146 

EGGER, GARY D 
ASSISTANT TREASURER 
(OFFICER) 
3200 W PLEASANT RUN RD STE 100 
LANCASTER, TEXAS 75146 

HEALEA, ROBERT 3 
ASSISTANT TREASURER 
(OFFICER) 
PO BOX 22923 
JACKSON, MISSISSIPPI 39225 

Number: 01402030-00 

Filing History: 
D a t e  

---------- 
06/06/1996 
04/17/1998 
12/07/1998 
12/07/1998 
02/18/1999 

Transaction 
----------- 
ARTICLES OF INCORPORATION 
PUBLIC INFORMATION REPORT FILED 
PUBLIC INFORMATION REPORT FILED 
PUBLIC INFORMATION REPORT FILED 
ASSUMED NAME ADD 

02/18/1999 ASSUMED NAME ADD 
08/14/2000 CHANGE OF REGISTERED AGENT 
03/22/2001 VOLUNTARY DISSOLUTION 


